Nepal has a long history of returning public forests to local people as part of its community forestry programme. In principle the community forestry programme is designed to address both environmental quality and poverty alleviation. However, concern has been expressed that forest policies emphasise environmental conservation, and that this has a detrimental impact on the use of community forests in rural Nepal where households require access to public forest products to sustain livelihoods. To study the effect of government policies on forest use, an economic model of a typical small community of economically heterogeneous households in Nepal was developed. The model incorporates a link between private agriculture and public forest resources, and uses this link to assess the socioeconomic impacts of forest policies on the use of public forests. Socioeconomic impacts were measured in terms of household income, employment and income inequality. The results show that some forest policies have a negative economic impact, and the impacts are more serious than those reported by other studies. This study shows that existing forest policies reduce household income and employment, and widen income inequalities within communities, compared to alternative policies. Certain forest policies even constrain the poorest households' ability to meet survival needs. The findings indicate that the socioeconomic impacts of public forest policies may be underestimated in developing countries unless household economic heterogeneity and forestry's contribution to production are accounted for. The study also demonstrates that alternative policies for managing common property resources would reduce income inequalities in rural Nepalese communities and lift incomes and employment to a level where even the poorest households could meet their basic needs.
Introduction
Since the 1970s, forest policies in many developed countries have been reformed to address growing problems of environmental degradation and wood product demands (Dhakal 2009; Strassburg et al. 2009; Master Plan 1988) . The reforms have substantially changed production systems in community and public forests, and potentially changed supplies of various kinds of forest products including non-wood products. For example, forests in Nepal, which occupy 40% of the land area, have traditionally supplied inputs such as firewood, fodder/pasture, timber, charcoal and other non-wood products that are useful for rural households. However, recent Nepalese government policies, designed to protect forests, have reduced rural communities' access to local forest products and further marginalized poor people (Thoms 2008; Shrestha and McManus 2007; Maskey et al. 2006; Hjortso et al. 2006; Dhakal et al. 2011 ). Similar issues have arisen in other countries (Kumar 2002; Agrawal 2001) .
Public forest resources are crucial for sustaining rural economies and improving the wellbeing of poor rural people (Graner 1997) . Agriculture is an important part of Nepal's economy but the average private landholding is less than 0.8 ha and 47% of land-owning households own 0.5 ha or less (CBS 2003) . Off farm employment opportunities are not accessible for many people and their private landholdings are generally inadequate to sustain their families. Due to the absence of motorized transport, and poor access to markets and other support services, many communities are required to be locally self sufficient. Many social problems in Nepal including armed conflict, frequent public demonstrations, and people trafficking are associated with limited access to resources and increasing unemployment (Murshed and Gates 2005; NPC 2003; Graner 1997) .
A number of studies have assessed the economic impacts on resource-based households caused by reforms to public forest policies, and have reported mixed results, particularly in developing countries (Karky and Skutsch 2010; Strassburg et al. 2009; Thoms 2008; Adhikari et al. 2007; Kumar 2002; Aune et al. 2005) . These studies measure the impacts of changes in quantities of products or other direct economic returns from public forests that are available to households. However, the studies do not consider the economic effects of the complementary relationship between public forest resources and private farm resources. This relationship is often critical for rural households to sustain livelihoods, particularly when there are factors such as income constraints or remoteness from markets that mean households cannot source resources from external markets. Furthermore, few studies have assessed the effect of forestry policies across household income groups and their impacts on income inequalities within communities.
In cases where agriculture and forestry resources are complements, a model with endogenous consideration of inter-sector relationships can provide a better account of economic impacts of forest policy changes (Alig et al. 1998) . Accounting for household economic heterogeneity and levels of dependency of users is crucial for a robust understanding of the economic effects of changes in the management of common property resources (Baland and Platteau 1999) . Anthon et al. (2008) developed a model that includes household economic heterogeneity, and integrated agriculture and forestry components to explain economic impact of public forest policy changes on farming communities in developing countries. However, their model is theoretical, not empirical, and could not be used to evaluate the impacts of different policy scenarios. Computational general equilibrium (CGE) models, often used to assess socioeconomic impacts of forest policy (Shen et al. 2009; Stenberg and Siriwardana 2007) , are also not appropriate in developing economies. This is because the economy responds poorly to changing market prices or induced markets of forestry products. We believe our study is the first to assess the socioeconomic impact of changes of forest policies in a
